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KOREA KEY ECONOMIC INDICATORS: 


All values in U.S. $million 

and represent period averages 

unless otherwise indicated 

Exchange Rate: US$1.00=W484.0 Estimate 1/ 
As of 10/6 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 18,761 25,090 
GNP at Constant (1970) Prices 13,295 555951: 
Per Capita GNP, Current Prices 532 700 
Plant & Equipment Investment, 1,173 1,532 
Current Prices 
Personal Income, Current Prices 14,899 19,653 
Indices: (1970=100) 
Industrial Production 267.8 356. 
Avg. Labor Productivity Eis Liz. 
Avg. Industrial Wage 259.3 345. 
Labor Force (Thous. ) 12,340 13,061 
Avg. Unemployment Rate (%) 4.1 _ 


MONEY AND PRICES 


Money Supply 2/ 3,190 
Interest Rates (Commercial Banks) 16.1 
Indices: (1975=100) 

Wholesale Price 20. an? 
Consumer Price, all cities 215 


Balance of Payments and Trade 
Gold & For. Exch. Reserves 2/ he 2,960. 


External Debt 2/ 3/ 7,370 
Annual Debt Service 3/ 1,058 
Annual Debt Service Ratio (%) 3/ : a3, 
Balance of Payments 4/ 1,154. 
Balance of Trade -590 
Exports, FOB 0 (3149s 

U.S. Share (%) ‘ 32. 
Imports, CIF : 8,773. 

U.S. Share (%) a 22 


PFAWEUUDND 


Main Imports from U.S. - 1976: (In Millions of Dollars) Grain, $437.0; Raw Cotton, $298.0; 
Electrical Products, $260.0; Non-Electrical Machinery, $212.0; Raw Hides, $91.0; 

Scrap Iron, $79.0; Chemicals, $68.0; Pulp & Waste Paper, $60.0; Logs & Lumber, $53.0; 
Natural Calcium Phosphates, $40.0; Beef Tallow, $36.0; Soybeans, $38.0. 


Footnotes: 1/ Embassy estimates. 2/ Data are for end of period. 
3/ MOF & Embassy estimates. Includes payments on all debt (of one year 
and more maturity) as % of total exports of goods and services. 


4/ Basic balance. 5/ Customs Clearance basis. 


Bank of Korea, Economic Planning Board, and Ministry of Finance. 





SUMMARY 


The Republic of Korea has targeted a triple ten for 1977: 10 percent real growth, 
$10 billion in exports and 10 percent inflation rate. All targets may be met, 
although probably by very narrow margins. Because of a poor barley harvest, 
agriculture declined by 7.5 percent in the first half, resulting in an overall 
real growth rate of 8.6 percent, despite a 10.4 percent gain in other sectors. 
After a weak first quarter, industrial production rose 5.2 percent, seasonally 
adjusted, in the second quarter, and the outlook is for continuing gains in the 
second half. Investment activity is reviving, with large outlays slated for 
the electric power, chemical, machinery and metal industries. As a result of 
continued good export growth, up 28 percent in the first nine months, and a 
strong services sector, the balance of payments outlook is excellent. 

Reserves are at an all time high, but the influx of foreign assets is 

causing problems for the monetary managers. To meet this problem, the first 
hesitant steps toward import liberalization have been made. 


The strong and sustained growth of Korea's economy continues to provide 

excellent opportunities for U.S. business in exports, investments, and joint 
ventures. The Korean government and industry are actively seeking new 

technology, advanced production machinery, and high quality instruments and 

process controls, types of products the United States is in a good position to 
provide. In addition, the Koreans are seeking to increase their purchases from 
the United States as a result of a growing trade surplus in their favor with us. 

As import liberalization becomes more meaningful, export opportunities will 

expand for those firms taking the initiative to enter a growing market. END SUMMARY 


CURRENT ECONOMIC SITUATION AND TRENDS 


Upsurge Seen In Second Half 


Korea's economy grew less than expected in the first half of 1977 (8.6 percent in 
real terms), principally due to a poor barley harvest, resulting in a 7.5 percent 
decline in agricultural production, and softness in several industries, especially 
textiles. The manufacturing sector, which grew by 30.2 percent in the first half 
of 1976, rose only 10.1 percent over the same period in 1977. Light industries 
were relatively weak with textile production falling 0.5 percent compared to the 
37 percent gain registered in the first half of 1976. Other industries showing 
lower than average growth were leather, footwear and garments among light 
industries and transportation equipment, electrical machinery and chemicals 
within the heavy industry sector. Chemicals, machinery and oil refining, 
however, picked up strongly during the second quarter. Overall, manufacturing 
growth decelerated from 10.3 to 9.9 percent from the first to the second quarter 
as compared to the corresponding period of the previous year. 


Part of the slack was taken up by a strengthening of activity in infrastructure 
development (transportation, communications and power industries) and general 
construction which together rose 16.9 percent compared to an 8.6 percent gain in 
the first half of 1976. There has been a strong revival in fixed domestic 
investment which rose 22.5 percent in the first half compared to only a 1.1 
percent gain in the corresponding period of 1976. On the other hand, private 





residential construction fell by 21.3 percent during this period; however, there 
are indications of an upturn in this sector in the second half. The government 
plans to provide through the banking system and insurance companies a total of 
$167 million for housing loans and investment for 1978 to censtruct 55,000 units 
which should accelerate this upturn. 


Industrial investment, according to a recent survey, may reach nearly $2.6 billion 
in 1977. Most of the funds are alloted for machinery and equipment (72 percent) 

to expand capacity and modernize facilities. Expansion will be concentrated in the 
chemical industry, especially petrochemicals ($285 million), machinery and 
electrical equipment industries ($215 million), primary metal products ($690 
million) and electric power ($800 million). About 45 percent of the investment 
will be financed through foreign loans as a result of a tight domestic monetary 
policy and insufficient retained earnings by business. 


Despite the declines in the first half, the 10 percent growth target or something 
very close to it will be the figure for 1977. Industrial production, which on a 
seasonably adjusted basis stagnated in the first quarter, rose by 5.2 percent in 
the second from the first,and this upward trend is projected to continue during 
the second half. The outlook for the electronics, chemical, plastics, paper and 
food processing industries appears to be especially favorable for the second half. 
By August the average operating rate for major industrial facilities was 87.1 
percent of capacity compared to 83.6 percent at the beginning of the year, with 
higher rates reported in the cement, cotton spinning, tire, paper and synthetic 
fiber industries. As a result, manufacturing production is projected to rise to 

a 14.2 percent growth rate for the year. Moreover, an all time high in the rice 
harvest is forecast which should return agricultural growth to the positive colum. 
Since the strong trend in investment and infrastructure growth should continue, it 
would appear virtually certain that real growth for 1977 will fall between 9.6 and 
10.1 percent. 


Prices Trend Upward 


Although slowly, prices are trending inexorably upward. By the end of August 
wholesale prices were 7 percent above December 1976 levels and consumer prices 
were up 9.5 percent for the same period. In fact, the real rate of inflation 

is being understated since price controls have frozen the prices of most 
manufactured items since mid-year; officials have announced that there will be 
no additional price increases for manufactured products until the end of the year. 
The problem that this policy is causing can be seen in the oil refining industry. 
Despite the 10 percent OPEC price hikes, the government had allowed only a 4.275 
percent increase in product prices earlier in the year. As a result two 
refineries have a deficit of over $14 million for the first half. Profit margins 
of other industrial companies may also begin to deteriorate which could endanger 
future investment and output. 


The real rate of inflation more likely is reflected in the uncontrolled food 
price sector. Since December wholesale food prices have risen by 14.3 percent 
compared to 3.8 percent for other items, and consumer food prices are up by 

13.3 percent compared to 6.2 percent for other products and services. Some of 
the impetus for this inflationary pressure is the rapidly expanding money supply 





as a result of the influx of foreign assets as the country's balance of payments 
continues to improve dramatically together with large wage increases. 


During the first three months of 1977 real wages rose faster than productivity by 
17.2 percent. As the country moves into more skilled labor intensive industries, 
the pressures are increasing for large wages to attract needed employees. It is 

expected that wages will increase by some 30 percent in 1977 compared to about a 

33 percent average for 1976. The government has announced its intention to hold 

wages to a 15 percent gain in 1978 to prevent cost push inflation but it remains 

to be seen whether the pressures of the market can be restrained. 


Strong Export Performance Brightens Balance of Payments Outlook 


Korea's exports should reach or slightly surpass the $10 billion target for 1977. 
By the end of August commodity exports stood at $6.4 billion, a 29.4 percent gain 
over the August 1976 levels. An especially impressive performance was recorded 
in the service sector where receipts by August had reached $1,993 million, double 
the amount received in the January-August 1976 period. Service receipts should 
approximate $2.9 billion by the end of the year as a result of the large inflows 
from Mid-East construction projects which rose from $63 million in the first half 
of 1976 to $560 million for the same period in 1977. 


Although textiles remain Korea's principal commodity export, as a result of 
increased barriers abroad, actual shipments in the January-June period increased 
by only 10 percent, with textile exports to the United States declining by 3 
percent. Showing good gains in the first half were footwear (up 33 percent) and 
electrical products (29.8 percent) among major export items while substantial 


growth was recorded in exports of cement (86.3 percent), ceramic products (89 
percent), ships (149 percent), and fertilizer (up 7 times previous year level). 
Fertilizer exports are now projected at over 500,000 tons; on the other hand 
cement exports have been temporarily banned because of domestic shortages. 


While the United States retained its position as Korea's principal export market 
($1.4 billion), its market share during the first six months of 1977 dropped from 
34 to 30 percent. Exports to Japan ($933 million) also grew less than average. 

On the other hand, exports to Saudi Arabia advanced some threefold and to 

Kuwait by over five times. As a result Saudi Arabia displaced the Federal Republic 
of Germany as Korea's third largest export market and Kuwait moved into fifth place. 
Textiles, cement, and rubber products were the main exports to Middle East markets. 
Exports to these countries may reach $1.4 billion in 1977 with an additional $1.4 
billion in service receipts received from them. 


On the import side of the ledger, Japan retained its position as the leading 
supplier with nearly 35 percent of the market at $1,793 (CIF). With exports to 
Korea of $1,213 (CIF) the United States improved its market share from 22.3 percent 
to 23.4 percent; export growth from the United States was above average at 35.7 
percent. Although agricultural commodities (grains and cotton) remain the most 
important single export to Korea, significant gains in the first half were made 

in shipments of non-electrical machinery (up 84.8 percent) and iron and steel 
products, including scrap iron (121 percent). The oil producers Saudi Arabia and 
Kuwait were respectively third and fourth with the Federal Republic of Germany a 
distant fifth at $167 million in sales during the first six months. 





As a result of the favorable first half export performance, the trade deficit was 
cut from $538 million recorded in the first half of 1976 to $466 million for the 
same period in 1977. As service receipts increased an amazing 131.8 percent, the 
previous deficit was transformed into a surplus and the current account deficit 
was sharply cut from the $506 million recorded in the first half of last year to 
a small $173 million in the first six months of 1977. As a result of continuing, 
although declining net capital inflows, the basic balance jumped from $33 million 
to $518 million. 


Balance of Payments 


- Trade Balance 
Exports (FOB) 
Imports (FOB) 


Net Services 
Receipts 
Payments 

Net Transfers 

Current Balance 


Net Capital Inflows 


5-1 Long-term Capital, Net 
Basic Balance 


5-2 Short-term Credits and 
Banks Borrowings, Net 


Changes in FX Reserves 
(Increase = - ) 


. Errors & Omission 


- Gross FX Reserves 


Source: The Bank of Korea. 


Actual 
Jan-June 


1976 
—538.2 
3,461.8 
1,,000.0 
-132.1 
593.1 
Tene 
163.6 
-506.7 
951.7 
539.9 
33.2 


411.8 


-493 8 
48.8 


2,035.3 





Most of the foreign sector trends observed in the first half are expected to 
continue through the remainder of the year. Although the rate of growth of 
exports has been decelerating, and L/C arrivals have been on a downtrend since 
early in the year, total commodity exports are projected to grow about 28 to 29 
percent in 1977. An increasing portion of Korea's exports are now being made on 
a deferred payment basis, especially for ships and plant and equipment. 
Traditional products in labor intensive light industry are gradually being 
replaced by increased shipments of heavy industry items. As of the end of 

August industrial plant contract totalled $332 million. Overseas construction 
contracts signed in the first six months were $1,480 million with another $1,460 
million under negotiation, ensuring a strong performance in the export service 
sector for some years to come. Although the growth rate for imports is expected 
to increase in the second half, and the trade deficit expand, the strong service 
sector should insure close to a current account balance. (See Table above). 
Looking further down the road, early estimates for 1978 are for commodity exports 
of between $12.5 and $12.8 billion with a further strengthening of the balance of 
payments picture. 


Import Liberalization: Tentative First Steps - 


As a result of peristent balance of payments problems during the early years of the 
Republic of Korea's economic development, nontariff barriers have been used to 
limit imports, including import licensing and advance import deposits. Efforts 

to promote localization in the production of components and emphasis on "buying 
Korean" also limit imports. 


While such measures were justifiable earlier, recent development indicate they 


should be modified. Since 1970 commodity exports have grown from $882 million to 
$7.8 billion in 1976 and are projected at around $10 billion for this year. For 
the period 1972-76 exports grew at an annual average rate of 47.2 percent compared 
to 30 percent for imports. Moreover, as a result of construction activities in 
the Middle East and elsewhere, service receipts, which increased gradually in the 
early years of the decade, nearly doubled from $880 million in 1975 to $1.6 billion 
in 1976 and are estimated at $2.9 billion in 1977. Foreign exchange holdings 
advanced a pace from $600 million in 1970 to $3.5 billion by mid 1977. 


The strengthened balance of payments and rapid inflow of foreign exchange have 
resulted in problems for the country's monetary managers. In 1976 the money 
supply rose by 30.7 percent, and based on current trends it could increase by 
between 30 and 35 percent in 1977. The principal cause has been the rapid rise in 
foreign assets. Total foreign assets held by the central bank increased from 
$270 million at the end of 1975 to almost $1.9 billion by mid 1977, a seven fold 
increase. This expansion has been the primary source in the increase of the 
monetary base, and hence the money supply, as loans and discounts and holdings 

of government securities by the central bankhave been relatively stable over the 
past year. 


By late spring some officials concluded that import liberalization measures were 
necessary to counter the growing money supply and concomitant inflationary 
pressures. A step by step, gradual program appears to have been adopted, at 
least for the time being. In mid June, the Trade Plan for the second half of 
1977 provided for the shift of 22 import items to automatic approval status while 
restrictions on 14 additional items were eased. The import of spare parts, 





certain types of machinery and equipment, and goods sold off the floor at trade 
exhibitions were also liberalized. Among items shifted to automatic approval 
status were vegetable oils, petroleum products, asphalt, and certain chemicals. 
Subsequently, on July 1 an additional 24 items were placed on automatic approval, 
including beef tallow, cotton yarn and some machinery. 


At the same time rates of prior import deposit requirements have been lowered 

with new rates ranging from 5 percent to 100 percent compared to the 5 percent and 
200 percent previously. The list of luxury and non-essential import items was 
revised with 19 items dropped including raw wool, medical instruments, steel wire 
and zinc ores. In addition, the import ceilings for many items have been lifted. 


Altogether, the measures taken have been a positive, though small, step forward. 
They could’result in a net increase of imports of up to $200 million annually. In 
the meantime, the government is studying further measures, including the liber- 
alization of imports for which domestic prices are higher than import prices by 
more than 50 percent. However, "infant stage" industries, items subject to 
localization, and luxury imports would not qualify under the criteria. Moreover, 
serious obstacles remain before complete import liberalization become a fact. 
These include, growing protectionism elsewhere, pressures by local interest 
groups, increased defense imports and concern that Korea's prosperity may prove 
ephemeral. Thus, while a trend toward liberalization has been established, it 
will be a continual struggle for its advocates to maintain the momentum. 


Korean Business Comes Of Age 


Korea's impressive economic growth has been paralleled by the development of 
industrial and trading firms known as "Groups". Just as a quarter century ago, 
many Japanese firms whose names today are household words were relatively unknown 
abroad, some of the Korean business Groups are becoming both potential competitive 
threats and, at the same time, presenting business opportunities to US firms 
through sales, technical cooperation and joint ventures. 


The history of these Groups is relatively short. Post Korean War rehabilitation 

and subsequent rapid economic growth based on export expansion assisted the 

growth of small businesses, many founded by the sons of poor families, to become 
corporate giants. Within the next year or two, the net sales of several Groups, 

on a consolidated basis, will pass the one billion dollar mark. Among these will 

be the Lucky Group (electronics, oil refining, consumer products, whose sales have 
already passed this level); Hyundai (construction, shipbuilding, automobiles and 
heavy industrial equipment); Samsung (textiles, electronics, and food processing, 

now moving into heavy industry including petrochemicals and shipbuilding); Dae Woo 
(trading, textiles, machinery, and construction, also expanding into heavy industry); 
and Hyosung (fibers, textiles, rubber goods, and leather products). In 1976 four 
firms had an export volume of over $300 million: Hyundai Shipbuilding ($376 million); 
Samsung Trading ($367 million); Hyundai Construction ($343 million) and Dae Woo 
Industrial ($319 million). Samsung and Dae Woo have targeted exports of $500 
million for 1977. Six members of the Lucky Group, five of Samsung, four of Hyosung 
and three of Hyundai and Dae Woo Groups are included in the country's top 100 firms. 


There are over twenty major conglomerate Groups in the ROK today. They hold 
individual market shares of 60 percent or better in 83 different commodities. 
Groups are especially strong in electrical appliances, heavy machinery, textiles, 





cement, plastics and food processing. Many are highly diversified, with Lucky 
producing over 60 commodities, Samsung 45, and Korea Explosives 32. The number 
of a Group's subsidiary firms or affiliates ranges from eight to twenty-five. 
While the holding company is used in some instances for control, the favored 
method is through equity ownership, preferably spread among family members. 
Often various parts of the Group have gone "public" while other affiliates are 
closely held. The financial structure of the Groups is heavily leveraged, with 
debt comprising 50 to 80 percent of their capitalization (even higher if short 
term bank credits are included). 


Another important element in the Korean Groups is the General Trading Company 
(GTC) modelled after the Japanese trading houses. As of December 31, 1976 the 
Ministry of Commerce and Industry had designated eleven firms as General Trading 
Companies who met the government's stringent requirements. All but one GTC is a 
member of a large business Group. These trading companies receive certain 
financial and tax advantages, including exemption from tax on commissions 

earned by handling other companies exports. To become a GTC, a firm must have 
annual export sales of more than $150 million; an export line of more than ten 
items with annual export sales of over one million dollars each; and more than 
20 overseas branches and marketing areas. By 1979 the criteria will be further 
tightened; export requirements will be set at two percent of the annual export 
goal and the number of companies limited to ten. 


While some of the Groups may falter, all indications are that several will become 
tough international competitors over the next five years. Samsung's goals for 
1981 include total sales of $4.9 billion with exports of $2.6 billion; Lucky is 
more modest: $2 billion in sales and $1 billion in exports. Dae Woo seeks to 
become an equal to the multinational firms of the United States, Japan and 

Europe and account for 10 percent of the country's total exports. In any event, 
Korea's Groups will be in the forefront of the country's continued economic 
progress. 


IMPLICATIONS FOR THE UNITED STATES 


American companies, concerned about where to increase their companies! overseas 
activity, cannot afford not to consider Korea. With the impressive growth Korea 
has already achieved and its ambitious plans for the next few years, it offers 
unusual opportunities for exports of a wide range of products and commodities, 

for investment and licensing of advanced technology, and for supplying engineering 
and consulting services. 


A number of American companies are already operating in Korea, many on a multi- 
million dollar scale. Others, visiting here for the first time or for the first 
time in several years, invariably are impressed by the country's dynamism, the 
facilities in its fast growing industrial complexes, and its excellent track 
record in achieving its goals. The targets Korea has set for itself in its 
current five-year plan are in themselves impressive, and by any standards Korea 
is a country with one of the fastest growing economies in the world. 
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With Korea's projections of growth geared to expanding its exports, and with a 
constant awareness of the need to upgrade the sophistication of its production 
facilities and ,thus ,the competitiveness of its products, both the Korean 
government and private industry are actively seeking new technology, advanced 
production machinery, and high quality control and testing instrumentation, the 
very types of products America is in an excellent position to provide. 


The Embassy's last Economic Trends report contained details of Korea's current 
Fourth Five-Year Development Plan, and highlighted many opportunities for U.S. 
exports which the plan will bring, e.g. in nuclear, thermal and hydroelectric 
power plants, in the heavy machinery and machine tool sector, in expansion of 
textile and apparel production facilities, and in the communications, electronics 
and medical equipment markets. The Embassy has recently updated its analysis of 
the best sales prospects in Korea for U.S. exporters: (1) Metalworking and 
finishing mchinery, (2) Power generation equipment, (3) Construction and mining 
equipment, (4) Process control instrumentation, (5) Materials handling equipment, 
(6) Laboratory instrumentation, (7) Electronics production and test equipment 
and components, (8) Computers and peripheral equipment, (9) Textile and 

apparel machinery, and (10) Medical equipment. 


American exporters have many advantages in Korea, not the least being the excellent 
reputation for quality and advanced technology which their products enjoy. 

Koreans are comfortable and confident in doing business with U.S. companies. 
Moreover, Korea is actively seeking to increase its purchases in the U.S. as it 

is running a export surplus with the US: during the course of 1977, Korea will 

have sent at least three major purchasing missions to the United States alone, 
searching for suppliers of a wide variety of goods, services, and technology. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 








LOOKING FOR A GOOD 


2 
research 
tool 


INDEX TO FOREIGN MARKET REPORTS 
can be such a tool. Published by the U.S. 
Department of Commerce, it lists a wide 
variety of documents containing a wealth of 
information for the overseas marketer. The 
Index catalogs spot news and timely surveys 
of industrial, commodity, commerical, and 
economic conditions in more than 100 
countries. 

Included is all in-depth market research 
performed by Commerce's Bureau of Inter- 
national Commerce (BIC) required for the 
target industry program or in support of the 
Department's participation in international 
promotional events. 

About 100 reports sent to Washington by 


U.S. Foreign Service Officers are received 
and indexed each month. 


Annual subscription for 12 issues of the 
FMR Index is $10. Subscribers to the Index 
will be charged between $2 and $10 for 
documents depending on their length. 


For additional information 
or to subscribe, write 


National Technical Information Service 
Box 1553, Springfield, Virginia 22161 


BIC’s Export Information Division 
Room 1063, U.S. Department of 
Commerce, Washington, D.C. 20230. 
Telephone 202-377-2504. 








